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Brussels, June 1983
FINANCING INNOVATION IN SMALL AND MEDIUM-SIZED ENTERPRISES (SMES) (1)
The financing of innovation - this being defined as the introduction into
the economy Ot new goods or services, new product'ion processes, or ne|.J
management and marketing methods -  has a number of specia[ features :  h'igh
risk in terms of bank'ing criteria,  detayed returns, and the need for a
Iarge market. Beyond this, smaIL and medium-sized enterprises,  which are
both a source of and vehicIe for innovation, encounter specific financing
probLems which arise from their inherent nature :  under-capitat'ization,
poor access to capitaI markets, and a Iack or inadequacy of traditionaI
guarantees  and cotLateraL.
Such are these difficuLties that the Commission has been prompted to propose
that financiaI assistance shouLd be given to enabLe smaLI and medium-sized
enterprises to deveIop.. A simpLe ph'iIosophy shouLd govern such Community
assistance :  the Community should not take any part in the management or
direct control of firms whjch jt  might provide with assistance but shouLd
operate as far as is at aIL possjbLe through financiaI intermediaries  and
shoutd obtain from these a concurrent commitment of their own resourcesi
the Community must spur these intermediaries into provid'ing cap'itaL of thei r
own for the businesses. Community assistance must aim to suppLement existing
nationaI financing machinery or to bring 'into existence nationaI schemes
for financing innovation. On the basis of these princ'iptes the Commission
has expLored a variety of possibitities  and is asking the CounciL for powers
to provide innovative smaLL and medium-sized  enterprises - through financiaL
intermediaries  - with a financiaI product (to be known as the "European
innovation Loan") made up of a combination of toans derived from bornowed
resources (a specia[ 100 miLIion  ECU tranche of the NCI) and grants from
budget resources (20 miILion ECU), The proposed European innovation Ioan
wouId :
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-  be used to finance not onLy fjxed assets but certain other forms
of asset (e.g. intangibte assets and working capitaL) which are
essentiaL if  innovative smaLI and medium-sjzed  enterprises are to
g row;
-  would be a subordinated  Loan in order to give it  maximum Leverage;
-  wouLd require no speciat guarantee from the finaL borrowerl if
necessary this wouLd be charged to the Community  budget;
-  i"nterest charges during the first  few years (2 to 3) wouLd be a
charge on the Community budget (to take account of the deLayed returns
from the investment); since the present worth of this grace period
is timited to 2A% of the principaL, it  is proposed that 20 miLLion  ECU
be incLuded in the budget for this punpose;
-  should be avaitabLe onLy if  the institution acting as distributing
intermediany undertook to suppty the same anount of fjnance at the
same time at its own risk either as a capita[ stake or on terms
simiLar to those of the European innovation toan; in this way the risk
that goes with innovation  would be shared between the intermediary  and
the Community.
In pnactice a European innovation toan of the kind proposed couLd be suppL'ied
by the Community either to an innovating firm through a financiaL intermed'iary,
or be made to the financiaL intermediary itseLf which wouId incorporate the
funds so received into cap'itat sources which it  woutd pump into the'innovating
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FINANCEMENT  DE L'INNOVATION  DANS LES PETITES ET MOYENNES  ENTREPRISES  (PIIIE) (1)
Le financement de lrinnovation  entendue comme lfintroduction
dane lt6conomie de nouveaux biene ou services,  de nouveaux pro-
c6d€s de production  ou de nouvelles  techniques de gestion  et  de
commercialisation  prdsente des caract6ristiques  perticuliEres  :
risque  anormetement  61evd au regard des critEres  bancaires,  ren-
tabiLitd  diff6i6e,  n6cessit6  de disposer  dfun vaste  march6. Par
ai1leurs,  Les petites  et  moyennes entreprisesr  gui  sont une source
et  un v6hicule  drinnovation,  ae heurtent  l  des difficult6s  par-
ticuliEres  de financement qui  tiennent  l  leurs  caract6ristiques
propres  :  sous-capitalisation,  6troitesse  d I accEs aux march€s
des capitaux,  absence ou insuffisance  de garanties  traditionnelles.
La constatation  de ces difficult6s  amEne 1a Commission i  proposer
de concourir  financiErement  au d€veloppement des petites  et  moyen-
nes entreprises  innovatrices.  Quelques principes  sinplee  devraient
pr6sider  I  Lragencement  drun te1  concours communautaire :  1a Com-
munaut6 ne doit  pas stengager dans 1a gestion  ou 1e contr6le
direct  des entreprises  auxqueLles e1l.e apporterait  son appuit
mais op6rer dans toute  1a mesure du possible  au traverB  drinter-
n6diaires  financiers  et  obtenir  de ceux-ci  un engagement  paral-
1E1e de leurs  propres ressources;  1a Communaut6 doit  inciter  les
interm6diaires  a apporter  des fonds propres aux entreprises.  Le
concours communautaire doit  viser  l  compl6ter 1es m6canisnes
nationaux existants  ou l  susciter  des actions  nationeles  en fa-
veur  du financement de lfinnovation.  Sur ces basee, La Commis-
sion  a explor6  diverses  po6sibilit6s  r  et  e11e demande au Conseil
d | 0tre  habilit6e  l  offrir  aux petites  et  moyennes entreprises
innovatrices,  par  1e canal dfinterm6diaires  financiersr  uD pro-
duit  f inancier  (ttle  prdt  europ6en dr innovationrr)  qtri  r6sulLerait
de 1a combinaison de prOts sur  ressourcea drenprunts  (une tran-
che sp6ciale  du NIC de 100 nillione  dtECU) et  de dons sur  res-
sources budg6taires  (ZO nillions  dfEcU).  Par construction,  ce
serait  un financement
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qui  permettrait  de financer,  outre  les  actife  fixes,  certains
actifs  (imnobilisations  incorporellesl  fonds de roulement)
essentiels  h 1a croissance der p"titeB  et  moyenneB eatrePriees
innovatri  ce s ;
qui  serait  subordonn€r  Pour
de levier  maximum;
exercer  au plan  financier  un effet
-  pour lequeI  aucune garantie  sp€ciale  ne serait  exig6e de lrem-
prunteur  final;  l-e ir,  6chdani,  cf eBt 1e budget communautaire
qui  en supporterait  1a charge;
-  dont Ie  service  des int€r€ts  pendant les  Premibres ann6ee
(deux l  trois)  ser.ait  I  1a charge du budget communautaire
(pour tenir  compte de l.a rentaUitite  diff6r€e  de lrinvestis-
sereot);  1e co0l  actuahie6 de ce moratoire  drint€r€t  6tant
linit6  e 20 7. du princi.pal,  une dotation  builgdtaire  de 20 ltioECU
eBt ProPos6e;
qui  ne devrait  pouvoir  6tre  accord6 que si  lrinterm6diaire
q"i  le  distribuL  stengageait  l  fournir,  au m€me moment et
}sesrisqueg'unfinancementdemOnemontant,soitenfonds
propres,  "oit  en financement de caract€ristiques  proches de
celtes  du pr€t  europ6en de 1 r innovation;  Par lel  .1e risque
que comporte ltinnovation  serait  partag6 entre  lrintermddiaire
et  ta  Conmunaut6.
En pratique,  un te1  pr6t  europ6en dtinnovation  pourrait  ttre
accord6 far  1a Communaut6 eoit  e une entreprise  innovatrice  Par
i"  canal dfun interm6diaire  financier  eoit  a l'tinterm6diaire
financier  lui-mQme qui  transformerait  1es fonds ainsi  recueillis
en fonds propr."  qutil  apporterait,  a 8es risques  et  en conjonc-
tion  avec des ""pitaux 
pibfev6s  sur  ses ressourceat  l  lrentre-
prise  innovatrice.